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IN THE MATTER OF THE APPLICATION | DOCKET NO. E-01345A-11-0224
OF ARIZONA PUBLIC SERVICE
COMPANY FOR A HEARING TO
DETERMINE THE FAIR VALUE OF THE | STATEMENT OF POSITION
UTILITY PROPERTY OF THE COMPANY
FOR RATEMAKING PURPOSES, TO FIX
A JUST AND REASONABLE RATE OF
RETURN THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP
SUCH RETURN,

Arizona Public Service Company (“APS”) strongly supports the settlement
framework outlined in the Preliminary Term Sheet that Arizona Corporation
Commission (“Commission”) Staff filed on Friday, December 9, 2011. The Preliminary
Term Sheet reflects thoughtful solutions that balance the many disparate interests at play
in the APS rate case while preserving the Commission’s critical role in setting energy
policy. Specific to APS customers, the settlement framework would result in:

e a zero dollar base rate increase;

e azero percent bill impact for the remainder of 2012;
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e a four year rate case stay out, in which APS would be prevented from
raising rates in a new general rate case until at least mid-2016;

e a buy-through rate for large commercial customers, allowing them to
choose an alternative generation provider;

e an opt-out rate design for residential customers who choose not to
participate in a narrowly-tailored Lost Fixed Cost Recovery (“LFCR”)
mechanism that supports enérgy efficiency (“EE”) and distributed
generation (“DG”) at any level or pace set by this Commission;

e a process for simplifying customers’ bill format; and

e additional bill assistance for APS’s low income customers, at
shareholder expense.

This is an outcome that simply could not result from litigation.

The settlement framework would also allow APS to continue to provide superior
service for customers, support whatever EE and DG requirements the Commission
directs, and contribute positively to the Arizona economy. Moreover, the fact that a
majority of the 25 parties to the case will likely express support over this framework
signals that Arizona’s regulatory environment continues to be one that is collaborative,

efficient, and focused on producing constructive outcomes for the State.

A.  Settlement Streamlines the Administrative Process and Inspires
Mutually Beneficial Outcomes.

As a general matter, APS supports settlement as a means of efficiently resolving
complex matters such as utility ratemaking. Litigation is expensive and time
consuming, particularly in APS’s multi-party rate case proceedings, in which dozens of
intervenors represent a wide range of disparate interests. In this case, 24 entities have
intervened, including large commercial customers, residential customers, competitive
generation market participants, realtors, low income advocates, local unions, and EE and

renewable energy advocates, among others. The Direct Testimony and supporting
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documents submitted to date exceed 6,400 pages and identify 36 witnesses - and there
are three rounds of pre-filed testimony remaining if the case takes a litigation route. At
hearing, each of the 25 parties (including APS) will have the opportunity to examine
these 36 witnesses on highly contested issues — a process that will, by its nature, make
the hearing lengthy and litigious. The hearing in APS’s last litigated case (Decision No.
69663)‘ spanned a 66-day period. By contrast, settlements typically streamline the
process, making it more efficient, more collaborative, and less consuming of scarce
administrative and judicial resources. Settlement also reduces the likelihood of appeal
from the final Commission order, and the uncertainty that such appeals create for the
administrative process.

From a substantive perspective, the settlement process naturally inspires creative
solutions to address many disparate interests, producing outcomes and customer benefits
that often could not result were the case litigated. In litigation, parties tend to frame and
present issues as “either/or” propositions. Most do not compromise or offer “outside of
the box” suggestions for fear that doing so would detract from their litigation positions
and put them at a strategic or tactical disadvantage. On the other hand, as described
below, the settlement framework to which multiple supporters of the Preliminary Term
Sheet have agreed would resolve the case in a manner that is fair to APS and its
customers, preserve the Commission’s critical role in establishing Arizona energy
policy, and serve the general public interest.

Importantly, Commission Staff has a strong and thoughtful presence in these
negotiations and keeps a keen focus on what the Commission’s likely perspective on the |
issues would be. Indeed, as described below, a core theme of settlement negotiations in
this case has been how to resolve the issues presented in a manner that preserves the
Commission’s maximum flexibility with respect to energy policy direction during a

proposed four-year stay out period.
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B. The Settlement Framework Benefits Customers and Preserves the
Commission’s Flexibility to Set Energy Policy.

The Preliminary Term Sheet reflects a settlement framework that APS expects to
be supported by all types of stakeholders, not just two or three advocacy groups. This
fact strongly signals that any final resulting settlement will be in the public interest.
From a policy perspective, the settlement framework is sensitive to the Commission’s
interest in retaining flexibility to set energy policy as it deems appropriate in the future.
Indeed, the preliminary terms were specifically designed to allow for changes in
Commission policy that may occur, without either constraining the Commission or
resulting in economically unsustainable results for APS.

This flexibility is perhaps best demonstrated by how the settlement framework
would resolve APS’s original proposal for a decoupling mechanism. The framework
supports EE as a low cost resource and recognizes that APS will lose revenue as a result
of effective EE programming. But it does not adopt decoupling. Rather, sensitive to the
Commission’s interest in directing EE and DG policy, the Preliminary Term Sheet
largely adopts Staff’s proposed LFCR mechanism. The LFCR limits lost fixed cost
recovery only to revenues measurably lost because of EE or DG; it does not include the
impact of other potential factors, 'such as weather or general economic conditions.
Moreover, the amount of lost fixed costs recovered by the device is limited to the
amount of EE and/or DG that the Commission authorizes in any year so that APS is
financially equipped to support these programs at whatever level or pace the
Commission sets. Nothing in the rate case settlement proposal binds the Commission to
any specific EE or DG policy or standard. Rather, the framework both supports current
EE and DG regulatory requirements and flexibly adapts to any future changes in EE and
DG policy.

To further address customer concerns, the settlement framework would also give
residential customers a rate schedule choice to “opt out” of the LFCR if they would

prefer not to have that charge on their bill and addresses fixed cost recovery for large
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commercial customers through rate design rather than through the LFCR. Although the
latter exclusion is not uncommon in these circumstances, the ability of residential
customers to “opt out” of the LFCR mechanism appears to be unique in the nation.

The settlement framework would also enhance the Commission’s flexibility with
respect to the Renewable Energy Surcharge (“RES”). It would remove the requirement
that RES charges and caps must be administered abcording to certain proportions. It
would also move 15 months of utility-owned renewable resources from the RES to base
rates, thus decreasing the existing RES balance beginning as early as mid-next year.
Each of these provisions would give the Commission greater flexibility to manage the
rate and customer bill impacts associated with the RES and DSMAC.

CONCLUSION

The settlement framework outlined in the Preliminary Term Sheet is appealing
from many perspectives. It preserves the Commission’s flexibility with respect to
energy policy; it shields customers from a base rate increése in challenging economic
times; it supports APS during a four year stay out period, allowing the Company to
continue to provide above-average reliability and customer service; it enables EE and
DG at whatever level or pace the Commission desires; and it resolves an extremely
complex and challenging rate case efficiently and to the mutual benefit of the many
parties that are likely to support this settlement framework.

For all of these reasons, APS respectfully asks the Commission to allow Staff and |
the parties engaged in negotiations to further their settlement efforts and to consider
approving a settlement agreement reflecting the framework presented in the Preliminary

Term Sheet.
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RESPECTFULLY SUBMITTED this 14™ day of December, 2011.

Attorneys for Arizona Public Service Company

ORIGINAL and thirteen (132hc0p1es
of the foregoing filed this 14" day of
December, 2011, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

COPY of the foregoing mailed/delivered this
14™ day of December, 2011 to:

Lyn Farmer Steve Olea

Chief Administrative Law Judge Utilities Division

Arizona Corporation Commission Arizona Corporation Commission
1200 W. Washington 1200 W. Washington

Phoenix, AZ 85007 Phoenix, AZ 85007

Janice Alward Daniel Pozefsky

Legal Division Chief Counsel

Arizona Corporation Commission RUCO

1200 W. Washington 1110 W. Washington

Phoenix, AZ 85007 ‘ Phoenix, AZ 85007

C. Webb Crockett Timothy Hogan

Attorney for Freeport-McMoRan and Attorney for WRA/ASBA/AASBO
AECC - Arizona Center for Law in the Public
Fennemore Craig Interest

3003 N Central Avenue, Suite 2600 202 E. McDowell Road, Suite 153
Phoenix, AZ 85012-2913 Phoenix, AZ 85004

David Berry Barbara Wyllie-Pecora

Western Resource Advocates 14410 W. Gunsight Dr.

P.O. Box 1064 Sun City West, AZ 85375

Scottsdale, AZ 85252-1064
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Michael A. Curtis

Attorneys for Town of Wickenburg and
Town of Gilbert

Curtis, Goodwin, Sullivan, Udall &
Schwab, P.L.C.

501 E Thomas Road

Phoenix, AZ 85012-3205

Melissa A. Parham

Attorneys for Town of Wickenburg and
Town of Gilbert
Curtis, Goodwin,
Schwab, P.L.C.

501 E Thomas Road
Phoenix, AZ 85012-3205

Sullivan, Udall &

Jeff Schlegel
SWEEP Arizona Representative

1167 W. Samalayuca Drive

Tucson, AZ 85704-3224

John William Moore, Jr.
Attorneys for The Kroger Co.
7321 North 16th Street
Phoenix, AZ 85020

Michael W. Patten, Esq.

Attorneys for TEP

Roshka DeWulf & Patten, PLC

One Arizona Center, 400 E. Van Buren
Street, Suite 800

Phoenix, AZ 82004

Bradley S. Carroll, Esq.

Tucson Electric Power Company

One South Church Avenue, Suite UE 201
Tucson, AZ 85701

William P. Sullivan

Attorneys for Town of Wickenburg and
Town of Gilbert
Curtis, Goodwin,
Schwab, P.L.C.

501 E Thomas Road
Phoenix, AZ 85012-3205

Sullivan, Udall &

Stephen J. Baron

Consultant for The Kroger Co.

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, GA 30075

Kurt J. Boehm, Esq.

Attorneys for The Kroger Co.
BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Jeffrey W. Crockett
Attorney for Arizona
Realtors

Brownstein Hyatt Farber Schreck LLP
One East Washington Street, Suite 2400
Phoenix, AZ 85004

Association of

Michael M. Grant

Attorneys for Arizona Investment Council
Gallagher & Kennedy, P.A.

2575 E. Camelback Road

Phoenix, AZ 85016-9225

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, AZ 85016
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Gary Yaquinto

President & CEO

Arizona Investment Council

2100 N. Central Avenue, Suite 210
Phoenix, AZ 85004

Greg Patterson

Attorney for Arizona Competitive Power
Alliance

Munger Chadwick

2398 E. Camelback Road, Suite 240
Phoenix, AZ 85016

Craig A. Marks

Attorney for AARP

10645 N. Tatum Blvd. Ste. 200-676
Phoenix, AZ 85028

Jeffrey J. Woner

K.R. Saline & Associates., PL.C
160 N. Pasadena, Suite 101
Mesa, AZ 85201

Scott Wakefield

Attorney for Walmart

Ridenour, Hienton & Lewis, PLLC
201 N. Central Ave. Suite 3300
Phoenix, AZ 85004-1052

Laura Sanchez

NRDC

5736 Valle Alegre NW
Albuquerque, NM 87120

Amanda Ormond

Southwest Representative

Interwest Energy Alliance

7650 S. McClintock Dr., Suite 103-282
Tempe, AZ 85284
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Karen S. White

Attorney for Federal Executive Agencies
Air Force Utility Law Field Support Center
AFLOA/JACL-ULFSC, 139 Barnes Drive
Tyndall AFB, FL 32403

Nicholas J. Enoch

Attorney For IBEW 387, 640, 769
Lubin & Enoch, P.C.

349 North Fourth Ave.

Phoenix, AZ 85003

Jay 1. Moyes

Moyes Sellers & Hendricks

1850 N. Central Ave., Suite 1100
Phoenix, AZ 85004

Lawrence Robertson, Jr.

Attorney for SWPG/Bowie/Noble
Attorney At Law

P.O. Box 1448

Tubac, AZ 85646

Steve Chriss

Senior Manager,
Analysis

Walmart Stores

2011 S.E. 10th Street
Bentonville, AR 72716-0550

Energy Regulatory

Douglas Fant

Law Offices of Douglas V. Fant

3655 W. Anthem Way, Suite A-109, PMB
411

Anthem, AZ 85086




